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Introduction

Where to for the South African labour market?
Some ‘big issues’

Miriam Altman and Imraan Valodia

The labour market landscape has changed dramatically over the first decade
of democratic governance in South Africa. Of course, the most obvious
change is extremely high and rising rates of open unemployment. This was
partly caused by restructuring and capital intensification in traditional
resource-based industries, without a concomitant growth in manufacturing
or services. Historically, South Africa’s formal work places were dominated
by large public sector, industrial, mining and agricultural employers. This
changed dramatically over the 1990s due to a combination of factors such
as globalisation, product market liberalisations, intensified domestic
competition arising from easier market entry, and greater alignment of
labour market regulation. Services sectors, whether formal or informal,
have been an important source of employment growth. People in part-time,
temporary, home-based and externalised working situations can no longer
be seen as ‘atypical’, but rather as the norm. There is now a ‘diversity’ of
workplaces, and continuous movement of workers between work states –
‘core’ formal, ‘non-core’ formal, informal and unemployed.

In the initial years of the political transition, the labour market was at the
centre of economic policy processes. Very soon after the political transition,
government appointed a Labour Market Commission to research and
review options and to propose a framework for policy. Related to this, the
International Labour Organisation (ILO) embarked on a comprehensive
review of the South African labour market. Over this period, research
interest was focused very much on ‘big issues’ – active labour market
programmes, fair employment practices, affirmative action, workplace
democratisation, fair labour legislation, and appropriate labour market
institutions. This period was also characterised by far-reaching changes in
labour policy with the enactment of the Labour Relations Act, the Basic
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Conditions of Employment Act, the Skills Development Act, and the
Employment Equity Act.

Partly as a result of the availability of survey data, such as the Labour
Force Surveys, research on the South African labour market in the latter
parts of the 1990s and the early years of the new millennium tended to focus
more on quantitative research, rather than on specific policy questions.
Substantial attention was devoted to making sense of the seeming rise in
open unemployment, growing labour force participation and the expansion
of informal employment; and there has been much debate about the accuracy
of the data. We would argue that there has not been sufficient work on
broader strategic issues such as the institutional trajectory of the labour
market since democracy, and the options for inclusive and sustainable
reform. The papers in this special issue of Transformation were prepared
for an initiative led by the Employment and Economic Policy Programme
of the Human Sciences Research Council (HSRC) and Swedish International
Development Agency (Sida) to explore these broader debates.

We begin with a paper by Gus Edgren that situates South Africa in a
global context, with comparisons drawn to Brazil, Mexico, Malaysia,
Poland, Turkey and Slovakia. South Africa appears to differ in some
important respects – particularly in relation to the slow rate of urbanisation
despite the lifting of apartheid legislation, and the relatively small informal
sector. Relative to these countries, SA experienced very slow per capita
GDP growth rates in the 1990s, which partly explains the extremely high
rate of open unemployment.

Generally labour market analysis distinguishes the formal sector and the
informal sector, with studies rarely considering them together. This project
explicitly recognises the fluid boundaries between low-wage formal and
informal work. The paper by Valodia et al reviews the character of low-
wage formal and informal work, and then considers transitions between the
two. This category of worker comprises the majority of the workforce:
approximately 65 per cent of South African workers earn less than R 2,500
per month and 50 per cent earn less than R 1,500 per month. They are almost
evenly divided between formal and informal employment. The paper by
Miriam Altman shows that low waged formal workers have experienced a
fall in real earnings since the mid 1990s. Valodia et al’s paper shows
substantial churning between employment states. While some workers
experienced a positive upward move into the formal sector with higher
earnings, the main shift was from formal to informal and unemployed, and



3

Introduction: special issue on the South African labour market

diminished earnings from work. In fact, 53 per cent of low-wage workers in
the 2000-2004 panel component of the Labour Force Surveys changed work
status.

The paper by Valodia et al raises a number of strategic issues, which may
be explored further. What, for example, is the dynamic between formal and
informal work? Is the informal economy a route to sustainable, albeit low-
paid, employment in the formal economy, or instead just a fallback position
for those unable to access the formal sector? Is informalisation and the
expansion of low-wage service work a response to labour market regulation?
An increasing proportion of the workforce work in low-wage, vulnerable
contexts, that involve multiple livelihood strategies. Company-linked
entitlements are increasingly the preserve of a small proportion of the
labour force.

The paper by Paul Benjamin argues that the legal scope of employment
relationships does not sufficiently accord with the emergent realities of
working relationships. Regulatory frameworks will need some review to
assess the application of law and implementation to vulnerable ‘non-core’
workers, who are not in full-time permanent positions, with limited access
to private entitlements. Some regulations and policies do reflect this: for
example, the setting of minimum wages and standards and the Basic
Conditions of Employment Act. There are others that, while possibly being
extended to vulnerable workers, may not be an appropriate instrument for
underpinning risks. For example, the Unemployment Insurance Fund (UIF)
will act as a small short-term benefit to a low-earning domestic worker who
loses her job. Moreover, the UIF may not effectively reflect that workers are
increasingly moving around the economy and need a flexible support
mechanism that enables this movement, especially where re-training is to be
encouraged: instead it may be penalising employees who want to change
workplace, be re-trained or become self-employed.

There is a public debate that calls for ‘de-regulation’, reduced regulatory
burden and changes to labour regulation. This sort of discourse puts the
clock back to pre-1994. The democratic government recognises that there
is always regulation that enables and guides appropriate balances between
efficiency and equity. The regulatory environment enables the exercise of
democratic rights and some minimum standards. The central question is
what regulatory environment underpins an appropriate balance between
equity and efficiency. The lack of empirical evidence on the implementation
of labour market regulation is a major gap, which constrains the ability to



4

Miriam Altman and Imraan Valodia

identify where there may be problems in relation to institutions, as opposed
to fundamental regulatory design.

Wage formation, the focus of Miriam Altman’s paper, is a highly
sensitive issue. It lies at the heart of the bargain between workers and
employers. Wages play an important role in the broader economy from both
efficiency and equity perspectives. For some time, there had been a view
that the wages of low- and mid-skill workers rose relative to high-skill
workers. Although this could be seen as a correction after many years of
exploitation, it was also perceived to be one constraint on competitiveness
and employment growth. While the real wages of low-skill workers may
have risen in the 1980s (albeit growing off a very low base), the trend
reversed in the 1990s. Instead, low-skill workers experienced a fall in real
earnings and high-skill workers had large increases. There may be a number
of explanations. Firstly, externalisation or contracting out would enable
industries to re-employ and hire on different terms. Shifting industry
structure towards services complements this. This may indicate that the
labour market is ‘flexible’ from the perspective of wage setting. On the
other hand, rising higher-skill wages is explained by cross-economy skills
shortages and capital intensification in certain sectors.

Unions and labour regulation are often seen to constrain ‘flexibility’ in
the labour market. The limited evidence available shows that these effects
mostly impact isolated sectors. For example, concern is often expressed
that bargaining council agreements are extended to un-unionised small
firms. A study using 1995 data found that 15 per cent of formal workers
were covered by councils directly, mainly in the public sector, mining and
metals. Paul Benjamin finds that extensions could apply to a maximum of
300,000 workers. Moreover, 77 per cent of the applications for exemption
made to the Minister of Labour are generally approved. On the other hand,
unions seem to have the important impact of narrowing racial wage gaps
within firms. Minimum wage determinations have also been under the
spotlight, particularly the new ones set for agricultural and for domestic
workers. A very small number of studies have been done to reflect on the
possible impact of these determinations, but these are theoretical. Few
empirical studies have been done – Altman found one case study in one
region, which found that domestic worker employers would pay a higher
wage and reduce work hours.

Altman shows that approximately 18 per cent of formal employment is
contributed by government. Although this is a shrinking share, government
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may be playing an important role in the labour market. She shows how the
public sector wage gap has narrowed relative to the private sector: therefore
the ratio of earnings of high-skill to low-skill workers is more narrow, as is
the ratio of earnings of white versus black workers. Black women earn 38
per cent more in the public sector than in the private sector. The public
sector is the main first employer of black graduates. While the Department
of Public Service and Administration (DPSA) has devoted great energy to
improving equity as an employer, relatively little attention has been explicitly
devoted to assessing the role of the public sector in the labour market.

There is an important implication arising from this complement of
studies: the most secure and highly paid jobs for the black workforce are
found in the public sector. Private sector work may increasingly involve
precarious formal jobs or precarious informal economic activity, with the
labour force regularly moving between these two latter states and
unemployment. This means that a very small and shrinking proportion of all
low-paid workers will have access to work-linked entitlements (such as
pensions or medical aid) or services (such as work-related training). There
are two possible ways of reducing the marginalisation of these workers, all
things being equal. The first is to tighten labour regulation to reduce the
precariousness of this work. Aside from being a very difficult area of
regulation to impose, the precariousness of work can often be linked to
operational requirements in services sectors. Some would argue that greater
regulation would constrain desperately needed job creation for low skill
workers. The second approach to reducing marginalisation would entail
deeper socialisation of ‘entitlements’ such as schooling, health, or work-
related training. These would need to be de-linked from the workplace so
that they are still accessible to workers moving between jobs.1 This also has
the impact of reducing the cost to private agents (that is, employers and
workers) in a context where government would like to see more low-skill
jobs, but the cost of living is high, making this type of labour uncompetitive.
In future, policy will need to recognise that: (1) money wages may become
less important than social wage-type benefits and (2) there may need to be
an increasing reliance on socialised benefits relative to private benefits.

Note
1. It is worth noting that India is in the process of reviewing a new policy to introduce

such schemes for the informal sector. The proposals cover health insurance, old age
pensions, life insurance and minimum wages. This is being reviewed under the
auspices of the National Commission on Enterprises in the Unorganised and
Informal Sector (India Times, Times News Network, 12 October 2005).


